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DIRECT TESTIMONY OF

IVANA C. GEARHEART

ON BEHALF OF

THE SOUTH CAROLINA OFFICE OF REGULATORY STAFF

DOCKET NO. 2014-406-S

IN RE: APPLICATION OF DEVELOPMENT SERVICE, INCORPORATED

FOR APPROVAL OF SEWER RATES, TERMS AND CONDITIONS

9 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND OCCUPATION.

10 A. My name is Ivana Gearheart. My business address is 1401 Main Street, Suite

11 900, Columbia, South Carolina, 29201. I am employed by the South Carolina Office of

12 Regulatory Staff ("ORS "} as an Audit Manager.

13 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

14 A.

15

16

17

18

19

20

I received a Master's Degree in Business Administration with an emphasis in

Accounting from Winthrop University in 2006. Prior to joining ORS, I held a variety of

positions in finance, accounting, and auditing. I began my employment as an auditor

with ORS in June 2011 and have participated in various audits of utility companies,

which include water and wastewater mte cases. I was promoted to the water and

wastewater manager in 2014 and have previously testified before the Public Service

Commission of South Carolina ("Commission"}.

21 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

22 A. The purpose of my testimony is to set forth my findings and recommendations

23 resulting from ORS's examination of the Application of Development Service, Inc. ("DSI"
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1 or "Company") in this docket, 2014-406-S. The application was filed on December 31,

2 2014.

3 Q. PLEASE DESCRIBE THE PROCEDURES USED TO PERFORM THE

4 EXAMINATION OF THE APPLICATION OF DEVELOPMENT SERVICE, INC.

5 A. ORS's examination of the Company's Application for Approval of Sewer Rates,

6 Terms and Conditions ("Application") consisted of three major steps. In step one, ORS

7 verified that the operating experience, reported by DSI in its Application, was supported

8 by DSI's accounting books and records for the twelve months ended December 31, 2013

9 ("test year"). In the second step, ORS tested the underlying transactions in the books and

10 records for the test year to ensure that the transactions were adequately supported, had a

11 stated business purpose, were allowable for ratemaking purposes, and were properly

12 recorded. Lastly, ORS's examination consisted of adjusting, as necessary, the revenues,

13 expenditures, and capital investments to normalize the Company's operating experience

14 and operating margin, in accordance with generally accepted regulatory principles and

15 prior Commission orders.

16 Q. PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR TESTIMONY.

17 A.

18

19

20

21

22

23

I have attached the following exhibits to my testimony relating to the Application:

~ Audit Exhibit ICG-I: Operating Experience & Operating Margin

~ Audit Exhibit ICG-2: Explanation of Accounting and Pro Forma Adjustments

~ Audit Exhibit ICG-3: Computation of Depreciation Expense

~ Audit Exhibit ICG-4: Computation of Income Taxes

These exhibits were either prepared by me or were prepared under my direction and

su ervision in corn liance with reco nized accountin and re ulato rocedures for
THE OFFICE OF REGULATORY STAFF
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wastewater utility rate cases. These exhibits show various aspects of DSI's operations

and financial position.

3 Q. PLEASE DESCRIBE THE FORMAT OF AUDIT EXHIBIT ICG-I AND

4 ELABORATE ON THE CALCULATIONS.

5 A.

10

12

13

14

15

16

17

18

19

20

21

22

Audit Exhibit ICG-I details DSI's operating experience and operating margin for

wastewater operations for the test year. The exhibit's format is designed to reflect DSI's

Application per books amounts and ORS's proposed accounting and pro forma adjustments

necessary to normalize the results of DSI's test year operations, and to calculate the impact

of the proposed increase on the normalized test year.

Column (I) details the Application's per books amounts reported by DSI for the test year.

ORS verified total operating revenues of $527,580, total utility operating expenses of

$493,943 and net loss for margin of ($9,533) to the Company's books and records. The per

books negative operating margin of -1.81% was calculated by using total operating income,

less interest expense, divided by total operating revenues.

Column (2) details ORS's proposed accounting and pro forma adjustments designed to

normalize DSI's Application per books. An explanation of each adjustment is contained in

Audit Exhibit ICG-2.

Column (3) details ORS's calculation of a normalized test year for DSI by adding columns

(I) and (2). After the accounting and pro forma adjustments, net income for margin of

$2,197 was computed using total operating revenues of $553,640, less total utility

operating expenses of $513,939, less interest expense of $37,504. An operating margin of

0.40% was computed by dividing net income for margin by total operating revenues.
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1 Column (4) details the proposed increase, the calculation of bad debt expense, and taxes

2 associated with the proposed increase. An explanation of each adjustment is contained in

3 Audit Exhibit ICG-2.

4 Column (5) details the effect of the applicant's proposed increase by adding columns (3)

5 and (4). Net income for margin of $ 175,290 was computed using total operating revenues

6 of $839,786, less total utility operating expenses of $626,992 and less net interest expense

7 of $37,504. An operating margin of 20.87% was computed by dividing net income for

8 margin by total operating revenues.

9 Q. PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT ICG-2.

10 A. For comparative purposes, ORS's and DSI's proposed adjustments are both

presented in Audit Exhibit ICG-2.

12 Ad ustments 1 2 3 and 4 — 0 eratin Revenue — In order to normalize operating revenues,

13

14

15

16

17

the ORS Water and Wastewater Department proposes to adjust wastewater revenues by

$ 164,069 for residential customers, ($ 155,674) for commercial customers, $2,819 for late

fees and $ 14,846 for Miscellaneous revenue during the test year. These adjustments were

provided by ORS witness Willie Morgan.

Ad'ustment 5 — 0 eratin Ex enses:

18

19

20

21

22

23

ORS's operating expense adjustments total ($36,750) and are comprised of the following:

A~d' t I — ORR P P P 2 II dj t t fls42,4442. ORS P P t*

annualize the latest available salary information as of January 2015. ORS adjusted the

payroll based on allocation of all employees'alaries between Midlands Utilities, Inc.

("Midlands"), a sister company and DSI. ORS computed annualized salaries of $ 139,602,

less per book salaries of $ 182,046, for an adjustment of ($42,444).
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1401 Main Street, Suite 900

Columbia, SC 29201



Direct Testimony of ivana Gearheart
April l4, 2015

Docket No. 2014-406-S Development Service, Inc,

Page 5 of 8

~Ad' t5b — ORSp p dj t tt pi*y p 'b f't f

10

12

adjusted salaries. ORS computed annualized employee pensions and benefits of $24,127,

less per book employee benefits amount of $34,745, for an adjustment of ($ 10,618).

~Ad' t5 — ORSp p t -11 bi p f($ 14,4033&

operating expenses. The documents provided in support of these expenses indicated that

several of these expenses, such as taxes on vehicles used by both companies, should have

been allocated between Midlands and DSI. Other non-allowable expenses included due

diligence expenses to discuss a Midlands and DSI merger. There were also several

expenses for office painting and repairs, and property taxes that are now covered under

the new lease agreement between Midlands and DSI. ORS also removed donations, a

sponsorship and charity expenses which are considered non-allowable expenses for

ratemaking purposes.

13 A~d' t5d — ORS if d t p f$ 1$ ,956 fM h31,2015.

14

15

16

17

18

19

20

21

22

r'6 - Q

These charges included legal fees, administrative expenses, office supplies and consulting

fees. ORS proposes to include amortized rate case expenses of $6,319. This amount

represents rate case expenses of $ 18,956 amortized over a 3-year period.

~Ad' t5 — ORSp p t dj tb dd bt p by $ 14,346. Thi t

reflects the test period revenue write-off percentage 2.59% applied to ORS's applicable

pro forma revenue at present rates. This amount was provided by the ORS Water and

Wastewater Department.

A~d' ty — ORSp 9 t dd p f$450f P I tt UdlityP t ti

Service (PUPS). This amount reflects the annual membership fee to PUPS which is
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required by the South Carolina Underground Facility Damage Prevention Act signed on

June 7, 2011.

~AR t ty — ORSp p t 1 1 d 1 t f$9,600f fs p

10

12

13

building owned by Midlands. ORS found that the proposed rate in the lease agreement

between Midlands and DSI is comparable to rates in the Lexington, SC area.

~AS' t6-ORSp p t dd$ 16,959t dp 1 tl p . ORSp p * t

annualize depreciation expense and adjust for known and measurable plant in service as

of March 31, 2015. The details of this adjustment are shown in Audit Exhibit ICG-3.

ORS updated plant in service to reflect plant additions and retirements since the end of

the test year and to reflect certain costs considered non-allowable. Assets without proper

documentation were removed as part of this adjustment. ORS also allocated a portion of

certain assets to Midlands. ORS's total depreciation expense amounted to $96,918 less

the per book amount of $79,959, for a total adjustment of $ 16,959.

14 A~d't t7 — ORSP P t
'

d p pdyt f$43,107' „;th
15

16

taxes billed by Lexington County. The adjustment of $39,408 was derived using total

taxes of $43,107 less the per book amount of $3,699.

17 ~Ad' tr — ORSp p dj t t f($2,452)t py lit . T61 t

18 was calculated on the allocated portions of the salaries and benefits.

19 ~AS' t 9 — ORS P P t dd 0 1Ptt d tllltyl 1 1 t

20

21

22

associated with adjusted total operating revenue. Using the factor of .009315 and the

adjusted revenues of $553,640, ORS calculated the utility/commission taxes of $5,157

less $3,633 per books for an increase of $ 1,524.
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~Ad I tip — ORSp p t I Id $ 175f tt I t ft tl g

and pro forma adjustments. See Audit Exhibit ICG-4.

~Ad'm tll-ORSp p t I Id $ 1,132f fd 11 ft tl g d

pro forms adjustments. See Audit Exhibit ICG-4.

~Ad' t 12-ORSp p t ($5,666)h I t t p . ORSp p

to synchronize interest expense with DSI's rate base. ORS computed allowable interest

expense of $37,504, less the per book amount of $43,170, for an adjustment of ($5,666) to

interest on long-term debt.

Ad'ustments 13 14 and 15 — At proposed increased rates, DSI would produce additional

10 revenues of $ 103,128 for Residential Service, $ 181,483 for Commercial Service, and

$ 1,535 for Late Fees. This equates to $286,146 in additional Operating Revenues for

12 Wastewater Operations. These adjustments were provided by ORS witness Willie Morgan.

13 A~d' tl6 — ORSp p t dd$7,414t 6ddht p . Thl t 0 t

14 the test year revenue write-off percentage of 2.59% applied to the proposed increased

15 revenue. This amount was provided by ORS witness Willie Morgan.

16 Ad'ustment 17 — Taxes Other Than Income Taxes — ORS proposes to adjust for gross

17 receipts and utility/commission taxes associated with the proposed increase. ORS used a

18 factor of .009315 and the proposed increase of $286,146, for an adjustment of $2,666.

19 ~Ad' t18 — ORSP P t dj tf tt I t ltd lthth

20 proposed rate increase. The adjustment amounts to $ 13,804.

21 ~Ad I t 19-ORSp p t dd $ 89,169 t f d I I * t p t dj t

22 taxes associated with the proposed increase. See Audit Exhibit ICG-4.

23 Q. PLEASE DESCRIBE THE REMAINING AUDIT EXHIBITS.
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I A. Audit Exhibit ICG-3 shows ORS's calculation of depreciation expense. Audit

2 Exhibit ICG-4 shows ORS's computation of income taxes.

3 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

4 A. Yes.

THE OFFICE OF REGULATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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Development Service, Inc.
Docket Number 2014-406-S

Operating Experience dk Operating Margin
Test Year Ending December 31, 2013

Sewer Operations

~Descri tion

Application
Per

Books

(2)
Accounting

&
Pro Forms

~AR

(3)
After

Accounting &
Pro Forms~AA'4)Proposed

Increase

(5)

After
Proposed
Increase

R

Residential
Commercial
Late lees
Miscellaneous Revenue

$ 25,374 5 164,069 (I) 5 189,443 5
488,840 (155,674) (2) 333,166

0 2,819 (3) 2,819
13,366 14,846 (4) 28.212

103,128 (13) 5

181,483 (14)
1,535 (15)

0

292,571
514,649

4,354
28.212

Totnl 0 crntin Revenues $ 527.580 $ 26,060 5 553.640 $ 286,146 $ 839.786

I'tilit 0 cretin Ex cnsest
Operating Expenses
Depreciation Expense
Taxes Other Than Income - Property Taxes
Taxes Other Than Income - Payroll Taxes
Taxes Other Than Inceme - Utility Assesment
Income Taxes - Stote Income Tax
Income Taxes - federal Income Tm

$ 393,454 5

79,959
3,699

13,198
3,633

0
0

(36,750) (5) 5
16,959 (6)
39,408 (7)
(2,452) (8)

1,524 (9)
175 (10)

1,132 (11)

356,704 5

96,918
43,107
10,746
5,157

175

1.132

7,414
0

0
0

2,666
13,804
89,169

(16) $

(17)
(18)
(19)

364,118
96,918
43,107
10,746
7,823

13,979
90,301

Totnl lttilit 0 crntin Ex enses

Less: Interest Expease

Net income I.oss for Ma in

$ 493,943 5

5 33,637 $

43.170

5 (9.533) 5

- I 81%

19.996 5

6,064 5

(5,666) (12)

11,730 5

513.939 5

39,701 5

37,504

2.197 5

0.40%o

113.053

173,093

173.093

626.992

212,794

37,504

175.290

20 87ogo



Dcvclnpmcnl Service, inc.
Duck«t Num)mr 20)4-latbS

Explanation nfAccounting nnd Prn Pnrma hdjuslmcnts
Test Year Ending Dcccmlicr31, 2013

Aural Exlilbll ICG.2
Page I of 2

ORS DSI

s)IL Description ORS DSI

Sewer 0 rations

(I) (I) kitnlial To sdlust remdrnual rrvcnue lo rcAcci lhe pra f rms number of customers sl
pres«silt«ies $ 161 069 5 ~34481

(2) A) To ad)mt commcrmal rcvcnuc to rcAect thc pro forms number of cusmmcrs ot

present rnles. 5 ~(155674 $ 24343

(3) (I) jdgggtg To adiust Lau Fees lo rcAcct pro farms numbers nt prcscnt rates
e 819 I 141

(4) (I) k((tttgnuaagjjggttau To ediusi m inca anc «us rcv«nues lo rc (lee 1 pro l orms numb«is nt prcsnil
rates $ 14 846 5 0

5 «6060 5 ~2« 036

D) 5(o) I'ayroa Adjuslnicnl

(3) 5(b) Fmployec Ben«at»

To annualize salary cxpcnscs based on lhc moil recent pay mfonnauon

To annualize employee penuons and bcncfiu rclativc to pro fonna sahrics.

8 (42,444) 5

5 (10,618) 5

6,372

(3) 5(c) Nonaaawoldcs

(3) 5(d) Rate Case Erpcnscs

To ndlusi for non«Row«hie cxpcnscs

To adjust for Ihe 3-year amortization of mic cosc expenses

5 (14,403) 5

5 6,319 5

(3) Sic) EudD«lil Expense To adjust bad dcbl expense lo reAcu lest pened rcv«nuc wnic«rlT pereenlnge

apphed le ORS pro forms revenue «I prcscnl roice. $ 14,346 $ 14,290

(3) 5(l) Palmetto Ulaliy Protection Semlcc (PUPS) To adiusi for PUPS expense
5 450 5

0) 5(g) Omcc lans« To adjust for eaice building Icasc
$ 9600 5 0

5 (367501 5 ~22662

(2) DgatgtiatktEXSADut. To adjust tbc annual deprcciouon (or plant in scmce Scc Audit Mubtt ICG-
3. $ 16 959 $ 17 747

To adiusi propeny uncs ui rellcct omual mx bills on vcrdicd propcny owned

by DSI $ 39408 5 ~48 283

To adjust payroll laxcs lo reA«ct pro (ormo woges

(9) To adiust for gross receipts ond uiilxy ssscmmcni. $ 1,524 $ 0

(10) To adiust slate income taxes ossocmied with ORS's accounimg snd pm (anna
adiuslmcnts Sc«Audit ExhibilICGA 5 175 $ (669'1

(I I) XIAASUatang2)AAI To ediust fcdcral mcomc lnxes amonaicd with ORS's occounlmg ond pro
lormssdjusimcnts Sc«AudiiaxhibitlCG.« $ 1 132 5 ~4323



Devclopmcnl Service, lnc.
Dockcl Num(mr 2uld-106-S

Ksplnnnlion ofAccnnnlinu nnd Pro I'eorm Ad)us(men(a
Test Year Endlnu Dcccmher31,20)3

Audit Kslilbll ICG 1

Page 2 of 1

0Rh DSI

AIL ddl Description ORS O'el

Sewer 0 rations

(D) tu(lgobXguonl Ta adjlm Ihe imwast cxpcnse on long icrm debt I'or accounung ond pro formr
miputmcnts. 8 ~t666) S ~ft 513

(13) ah)suds) To adluil sewer mvicc rcvcnum for ORS's recalculation of thc Company's
propmed inmcase. 8 103 128 S 11 939

(14)

(Igl )dugs(82

To adpul scwcr ac mes rcvcnues for ORS's rccalculouon of lhe Company's
pmposcd incrcasc

To adiust for Lets fees ossocmtcd with the Company's Iuopostd inacase

181 483 S sg0061

8 I 535 S

(14) )huD)DRXIusulg To «diusl had debt expense lo reuecl lhe test pened revcnuc writccrlf
percentage to Ihe Company's proposed mcreasc 8 7.414 S 21,882

(17) To ed)us t Ior gross rc ca pie and oh I sty a wc mme nt omacisled wilh lhe
Company's proposed increase 8 "666 S 0

Ds) Bg)8)uouu134u(fy To ad)usl state income Inxcs associated with lhe Company's proposed
incrcasc Scc Aude Exhibit ICGm 8 13.804 8 10.391

(I 9) EsthulluggngXKID To odimt federal mcome laxcs associated with lhc Company's proposed
tnivcasc. Scc Audit Mubtt (CGA S 89 169 8 67 130
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Audit Exhil&it ICG-4

Development Service, Ine.
Docket Number 2UI 4-4U6-S

Computation of Income Taxes
Test Year Ending December 31, 2UI 3

ftcr cc n Prn n u ctmcn c

Descri lion

Operuting Revenues
Opcruting Expcnscs

S

553,640
512.632

Net Oporuting Incomo Belore Tuxcs
Less: Annuulizcd Interest Expense

41,008
37.504

Tuxublc Income - Stutc
Stuta Income Tux Rute

3,504
500

Stuto Income Taxes
Less: Stutc Income Tuxes Pcr Book

175

0

Adjustmcnt ta Stnte Income Taxes - ORS Adjusuncnt (10) 175

Tuxuble Income - Fcderul
Fedcrul Tux Rute

3,329
34'&

I'cdorul Incomo Tuxes
Less. Federal Income Tuxes Pcr Book

1,132
0

Adjustment te Federal Income Tuxes - ORS Adjusnncnt (11)

c 'c 's'n

Descri uun

Operuting Revenues
Opcruting Expenses

S

839,786
522.712

Nct Opemting Income Bcforc Tuxcs
Less; Annuuhzcd Interest Expcnsc

317,074
37.504

Tuxublc Income - Swto
Stutc Tuxublc Income

279,570
5'i

Stuto Income Tuxes
Loss. S tule Income Tuxcs As Adjusted

13,979
175

Adjustmcnt to Stntc Income Tunes - ORS Adjustmcnt (18)

Tuxublc Income - Federul
Federul Tux Rute

265,591
34's

Fedend Income Taxes
Less: pcderul Income Tuxes As Adjusted

90,301
1.132

Adjustmcnt tn Federnl Income Taxes - ORS Adjustment (19)


